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SUMMARY 


The Algerian economy grew by 2.7 percent in real terms last year 
predominantly due to higher hydrocarbon revenues and increased 
agricultural production. This performance occurred as the government 
accelerated its economic reform program aimed at stimulating growth and 
increasing employment through greater reliance on market forces, 
decentralization of economic decisionmaking, and a more open trade and 
investment regime. Due to an ongoing hard currency crunch, which has 
prevented the import of necessary spare parts, equipment and raw 
materials, and aggravated by a large foreign debt, the government's 
forecast of 4.7 percent growth for 1990 appears to be unduly optimistic; 
a 3.0 percent growth rate is more likely. 


Increased hydrocarbon earnings due to higher prices in 1989 and a slight 
increase in gas production were offset by increased imports in the wake 

of social unrest and riots in October 1988. In dollar terms, 1989 

exports and imports grew by 24.2 and 24.9 percent respectively. The 
current account is expected to remain in deficit in 1990 due to higher 
level of interest payments despite a predicted $990 million trade surplus. 


Budget performance in 1989 was worse than expected--except for increased 
hydrocarbon revenues which kept the deficit within the predicted range. 
Tne budget deficit for 1989 was 1.8 percent of GDP and the 1990 deficit 
is predicted to be just 1.18 percent of GDP. Inflation has risen to the 
20 percent range although official statistics are unreliable due to the 
effects of a large black market for currency and goods. Unemployment 
continued to rise in 1989 as more youths joined the labor market than 
jobs were created. Unemployment estimates range from 20 to 30 percent. 


The government took significant steps towards economic reform in 1989 by 
granting managerial autonomy to many state-owned industries and by 
liberalizing foreign currency allocation procedures for imports. The Law 
on Money and Credit, passed in March 1990, sets the parameters for a more 
open regime for foreign investment and a more dynamic and efficient 
financial sector. Recent government regulations formally abolished the 
former import and distribution monopolies and now permit both Algerian 
and foreign entities to engage in these activities. 


Continued strong domestic import demand, an improved foreign investment 
environment, and elimination of import monopolies should cause U.S. 
exports to grow. Algeria is a good market for U.S. farm products--over 
$650 million worth was sold in 1989--and for certain industrial 
components and spare parts. There are markets for finished products, 


ranging from medical equipment and satellite technology to hydrocarbon 
equipment and services. 


PART A - THE POLITICAL/ECONOMIC CONTEXT 


Political Developments: Political reforms and democratization, begun 
since President Chadli Bendjedid's accession to power in 1979, have 
accelerated since large-scale riots in October, 1988. In June 1990 
Algeria neld local and municipal multi-party elections in which the 
islamist party, the Islamic Salvation Front (FIS) won a majority of local 
assemblies, This election was the first free multi-party election in 
Algeria, which has been ruled since independence by the single-party 
National Liberation Front (FLN). The historic vote of June 1990 is the 
most significant symbol of an overall liberalization of the political 
arena, which has also seen a more independent media, greater labor union 
autonomy, and the creation of a range of political parties. 


President Chadli Bendjedid has encouraged the development of more 
democratic institutions despite the fact that this liberalization has 


occurred at the expense of the ruling party, the FLN. With national 
legislative elections scheduled for mid-1991, the national political 
rhc i is unclear. The competing parties include the FLN, 

which 1s in the process of attempting to rejuvenate itself. the FIS 
which will be put to the test of governing local bodies, the Berber. 


This report was prepared in October, 1990 





parties (the Front of Socialist Forces and the Rally for Culture and 
Democracy) and a range of smaller ideological parties. The result of 
national elections could be a new regime, either FIS dominated or led by 
a coalition of the Berber and smaller, secular parties. The FLN, perhaps 
in coalition with other ideologically compatible parties, may rejuvenate 
itself and retain power. 


Despite rapid change, several basic tenets remain consistent in Algerian 
politics. A wide range of the political spectrum remains committed to a 
more politically open and democratic society though there is concern 
about the true intentions of the FIS should it gain national power. In 
addition, there is general support for the Algerian 1989 Constitution and 
its guidelines for greater democratization, freedom of expression and 
economic autonomy. 


The Economic Reform Program: Since the early 1980s, the government has 
instituted an economic reform program designed to increase economic 
productivity, efficiency and growth. Reforms were accelerated as a 
result of the 1986 fall in hydrocarbon export earnings, and widespread 
rioting in October 1988 resulting from shortages and the perceived slow 
pace of political and economic reform. In the past the Algerian economy 
was characterized by central planning and state ownership of the means of 
production and agriculture. This system resulted in inefficiencies, 
shortages, and a lack of economic dynamism. The economic reform program 
set out first to move away from central control of the economy toward a 
greater reliance on market forces and decentralization. Second, the 
reforms aim to foster a-‘climate more propitious for foreign investment 
and increased trade. Third, the government seeks to promote domestic 
savings and investment through the adoption of sounder fiscal and 
monetary policies and better management of foreign debt. 


In pursuing these objectives, the government has given over 300 of the 
450 state-owned companies--including banks--management autonomy and is 
holding managers accountable for the profitability of their operations. 
It has also laid the groundwork for the reform of the financial sector to 
make it more efficient and dynamic and has eliminated the former 
state-controlled monopolies for import and distribution by allowing both 
Algerian and foreign entities to engage in these activities. 


Although most of the legislation necessary to implement the economic 
reform program has been adopted, fundamental change in the operation of 
Algerian businesses is yet to come. Nevertheless, the new economic 
environment being created by these reforms should be much more favorable 


to foreign investment and international cooperation and should transform 
Algerian business operations. 


Within this context, the government's 1990 objectives are to promote 
economic expansion without excessive inflation, to continue reducing the 
budget deficit, and to continue repaying its foreign debts without 
interruption. The government hopes to run a small trade surplus and 
gradually devalue the overvalued dinar to encourage non-hydrocarbon, 
nontraditional exports. The government will also continue the process of 
granting state-owned companies managerial autonomy as well as 
consolidating the de facto privatization of the agricultural sector. 


PART _B - RECENT ECONOMIC PERFORMANCE AND TRENDS 


Economic Growth: After a 1.8 percent fall in 1988, real gross domestic 
product (GDP) grew by 2.7 percent in 1989, largely due to increased 
hydrocarbon production and prices and a 12.5 percent rise in agricultural 
production. Industrial production showed a 2.7 percent decline with 
state-owned companies doing measurably worse than private companies 

which managed to slightly increase production. Domestic consumption 
increased by 5.2 percent in real terms in 1989, partially due to past 
suppressed consumption and driven by a population growth rate of over 2.6 
percent per year. Investment grew nominally by 7.3 percent in 1989, 17 
percent below the government target. 


The government has forecast 4.7 percent growth for 1990, which may prove 





optimistic given the continued lack of inputs for industry and the 
achievement of capacity production in hydrocarbons. Consumption is 
predicted to rise by 4.7 percent in 1990. Investment is predicted to 
grow by 5 percent in real terms in 1990. Agricultural production will 
likely increase due to improved weather and greater autonomy for farmers 
although a lack of imported inputs and equipment will probably keep 
production growth below government expectations. 


Balance of Payments: The balance of payments improved in 1989 primarily 
due to higher than expected oil prices and a continued downward revision 
of 1988 results. The 1989 current account balance was about minus $1.15 
billion, reflecting both a trade deficit and an escalation in interest 
payments. Imports increased 1987-89 by an average of 14.4 percent due to 
increased demand and higher world prices. In an attempt to reduce its 
large services deficit, the GOA has made no hard currency allocation for 
Algerians traveling abroad since 1988. Its interest obligations on 
foreign debt continued to grow as the Algerian economy became 
increasingly dependent on short-term borrowings; interest payments rose 
from $1.49 billion in 1988 to $1.98 billion in 1989 and are predicted to 
reach $2.12 billion for 1990 according to government figures. 


The 1990 current account prediction of a $680 million deficit 
demonstrates the continued burden of debt servicing for the Algerian 
economy. However, a combination of demand compression for imported spare 
parts and equipment and rising oil prices will probably result in at 
least a $990 million trade surplus for 1990. 


After taking account of the current account deficit, expected repayments, 
and the low level of Algeria's reserves, projected new credits for 1990 
show a gap of over $1 billion. This gap is likely to be covered by 
continued arrearages to suppliers, increased hydrocarbon revenues, 
additional credits and efforts to restructure debt to extend maturities. 


Foreign reserves are likely to remain below $900 million, representing 
less than five weeks' imports. 


Foreign Debt: The stock of total foreign debt rose slightly in 1989 to 
25.3 billion. The 1989 total would have been almost $1 billion higher 
had the impact of exchange rate movements on the total stock of debt not 

been positive. However, since only 35 to 40 percent of the debt is 
denominated in dollars, exchange rate fluctuations and continued 
borrowings are expected to increase the debt by over $1 billion in 1990. 


The 1990 estimated total foreign debt of approximately $26.6 billion will 
be approximately 50 percent of GDP and 232 percent of annual exports. 
Despite the government's effort to restructure its debt portfolio in 1990 
to finance short-term debt repayment with new medium-term borrowings, the 
debt/service ratio will likely remain above 70 percent for 1990 compared 
with 66 percent for 1988. Such high levels of debt repayment will remain 
sustainable only if Algeria is able to gain access to new credits until 
the end of the debt "hump" in 1992, when debt repayments are expected to 
decrease significantly. The recent rise in oil prices, if sustained, 
will also greatly improve Algeria's chances of maintaining its 
perfect--if sometimes slow--debt repayment record. 


Exchange Rate Policy: Algeria's nonconvertible and overvalued dinar 
remains an impediment to foreign trade and investment. The Central Bank 
has followed a policy of gradual devaluation through which it hopes to 
unify the dinar's official and black market values. The dinar currently 
is exchanged at a rate of $1 = DA 9.5 officially, but $1 = DA 35 
unofficially. The government has pledged to render the dinar convertible 
by 1993. In the meanwhile, the overvalued dinar will continue to render 


Algerian labor relatively expensive making most nontraditional exports 
uncompetitive on the world market. 


The Budget: The 1989 budget realized its objective of reducing the 
deficit to $1.01 billion from 1988's deficit of over $4.45 billion. 
Increased expenditures were offset by increased hydrocarbon revenues. 


The 1990 budget proposes continued government austerity and deficit 
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reduction while also trying to encourage a more rational allocation of 
resources. The budget projects total expenditures of 149.4 billion 
dinars, 23 percent higher nominally than last year's expenditures and a 
increase in real terms in light of the estimated 1989 inflation rate of 
17 percent. The budget forecasts 2 percent higher revenues in real terms 
at 144.4 billion dinars. Despite granting pay raises in 1990 and 
reducing some proposed tax increases, the government will likely reach 
its budget deficit target of 5.012 billion dinars. This is a decrease 
from the 1989 deficit of 8.3 billion dinars and the 1988 deficit of 26.2 
billion dinars. The deficit represents 3.4 percent of government 
expenditures and 1.18 percent of GDP. Overall, the budget represents 
approximately 33 percent of GDP, the same percentage as in 1989, 


The Treasury deficit (the budget deficit plus net Treasury lending to 
state corporations) also dropped dramatically from 1988 (44.5 billion 
dinars) to 1989 (9.8 billion dinars), reflecting the government's 
decision to no longer provide financial support to state corporations. 
This deficit is projected to decline further in 1990 to 6.5 billion 
dinars. 


Monetary Performance and Domestic Credit: Monetary aggregates in 1989 
grew Slower than in 1988 and acted as a brake on inflation and the 
exchange rate. Broad money (M3) grew by 11.3 percent in 1989, following 
increases of over 14 percent for 1987 and 1988. Slower monetary 
expansion for 1989 was the result of a reduction in the Treasury deficit, 
its Central Bank financing and also an overhaul of the domestic credit 
system and interest rates. 


In the past, Algeria's five state-owned commercial banks and two sectoral 
banks refinanced themselves through "rediscounting" long-term, 
low-interest loans from the Central Bank. With the advent of the 1990 
National Credit Plan, banks are now responsible for obtaining funds by 
mobilizing savings and borrowing in the newly established money market. 
However, several structural difficulties have prevented the money market 
from fulfilling its role to date. 


To increase savings and restrain bank lending, the Central Bank raised 
its rediscount rate from 5 to 7 percent in May 1989. In addition, it 
also established bands within which commercial bank deposit and lending 
rates now fluctuate to replace the former administered rates. Interest 
rates remain negative in real terms although the government intends to 
move gradually to positive real interest rates by 1992. The rediscount 
rate was raised to 10 percent in May 1990 and the maximum loan rate is 
now 20 percent. 


For 1990, the National Credit Plan forecasts a more rapid expansion of 
monetary aggregates with a predicted increase of M3 of 16.3 percent in 
line with the government's projection of a higher growth rate. While the 
1990 growth rate is expected to be below the government forecasts, 
preliminary evidence indicates that the Central Bank has experienced 
difficulty in cutting the rediscount lifeline to the now autonomous 
commercial banks because of continuing high public sector borrowing 


needs. Therefore, M3 growth could well exceed the government's 
projections. 


Unemployment, Wages, and Other Labor Developments: Unemployment 
continued to rise due to recession and an increasing number of job 
entrants looking for work. Official unemployment figures count only 
those males actively seeking work and therefore understate actual 
unemployment. A conservative estimate of real unemployment is 25 percent 
for 1989. The Algerian Government has enacted new legislation concerning 
labor unions, workers rights, and strikes. These laws permit multiple 
labor unions, something which did not exist in the past. They also 
provide a more flexible framework for managers to hire and fire employees 
and establish procedures for strikes in the event of labor disputes. 


Foreign Investment: The Government recognizes that Stimulating foreign 
investment is an essential element of its economic reform program since 
it does not have either the cash or access to sufficient credit to 
Sustaln economic activity. A previous wariness in Algeria's attitude 





toward any significant foreign presence or foreign ownership of Algerian 
patrimony is evolving, as the government realizes the value of foreign 
investment. Another impediment to foreign investment is Algeria's 
overvalued and nonconvertible currency. 


However, the most significant indication of the Algerian Government's 
revised approach to foreign investment was the passage in March 1990 of 
the Money and Credit Law (Law 90-10), which, among other things, vastly 
revises and liberalizes Algeria's foreign investment regime. Under this 
law, nonresidents of Algeria are allowed to bring in capital to finance 
all economic activities not specifically reserved to the state (which 
includes telecommunications, domestic transport, power and water 
generation and distribution, as well as refining and distribution of 
hydrocarbons). The form of such investments is not specified, leaving 
the door open to investors to establish their own firms or create joint 
ventures with private and public Algerian firms. The procedures 
governing investment approvals have been published by the Council on 
Money and Credit, a board comprised of Central Bank and other Algerian 
Government officials. The Money and Credit Law also states that foregn 
investors' capital, as well as profits, interest, dividends, royalties, 
and other forms of investment income can be repatriated under conditions 
to be defined by the Council on Money and Credit. Investments in the 
hydrocarbon sector are still governed by Law 86-14 of August 19, 1986, 
which limits foreign investors to joint ventures or participation 
contracts with the state hydrocarbon firm, Sonatrach. 


The Algerian Government's investment priorities are agriculture and 
agribusiness; agricultural machinery; mineral, hydrocarbon, and 
electricity production and distribution; petrochemicals; basic and 
primary transformed steel and metallurgical products; railroad transport; 
capital goods; and tourism. The government expects foreign partners to 
promote export of locally produced goods. 


Direct foreign investment, which had been negligible in the past, could 
reach $50 million in 1990. In June 1990, the Algerian Government signed 
an agreement allowing OPIC to operate its investment promotion, 
financing, and insurance programs for U.S. investors in Algeria. Algeria 
has no investment promotion organization; promotion activities are left 
to the relevant ministries, with assistance from the Ministry of Economy. 


Hydrocarbons: Hydrocarbons output rose by 18.6 percent in 1989 in 
monetary value on the strength of firming oil prices and approximately 3 
percent in volume terms, primarily due to increased natural gas 
production. However, oil production has reached capacity in Algeria's 
maturing oil fields, and the gas distribution and liquefied natural gas 
(LNG) plants are also operating at current capacity. New discoveries 
will be necessary for Algeria to increase or maintain oil production and 
the state oil company, SONATRACH, has signed exploration/production 
contracts with several foreign oil companies including Agip, Total, and 
the U.S. firm Anadarko Petroleum. The Algerian Government is continuing 
its efforts to diversify hydrocarbon earnings by rehabilitating LNG 
production capacity and seeking additional tankers to expand LNG exports 
by the mid-1990s. Construction of a fourth gas pipeline via Tunisia to 
Italy should also significantly increase natural gas exports in five 
years. A proposed Algeria-Morocco-Spain pipeline is a more distant 
possibility for increasing natural gas production and exports. 


Algeria's current total reserves are 3.234 trillion cubic meters of 
proven natural gas reserves and 9.236 billion barrels in recoverable 
reserves of light, low-sulfur petroleum. 


Trade Performance: In 1989, Algeria's major markets were the United 
States, Italy and France while its major suppliers are the same three 
countries. Overall, EC countries accounted for approximately 53 percent 
of exports and 40 percent of imports. Fellow members of the Maghreb Arab 
Union (UMA)--Moroccco, Tunisia, Mauritania and Libya--account for less 
than 2 percent of trade. Algeria's main exports are hydrocarbons, which 
account for over 95 percent of export earnings. Half of hydrocarbon 
sales come from crude and condensates; 22 percent from refined products; 





and 30 percent from natural gas. Nonhydrocarbon exports, in order of 
importance, are: wine, metals and metal products, phosphates, fruits and 
vegetables, and iron ore. Imports totaled $9.85 billion in 1989, 
Semifinished goods and foodstuffs were the leading import categories, 
comprising respectively 31.9 and 31.5 percent of the total. Industrial 
goods comprised 25 percent of the import total, followed by other 
consumer goods (10.4 percent). 


U.S. exports to Algeria have grown steadily due to a high level of U.S. 
Commodity Credit Corporation guarantees of U.S. agricultural sales and an 
increase of U.S. sales in the engineering, aircraft, and industrial 
equipment sectors. The volume of American imports from Algeria has also 
grown steadily, principally as a result of the resumption of contracts 
between Sonatrach and U.S. gas importers for LNG shipments. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


One consequence of Algeria's economic reform program is a constantly 
changing economic and regulatory situation. Many new regulations now 
apply which have not in the past and many more have yet to be written. 
Therefore, although reforms may ultimately improve market access for U.S. 
exporters or investors, they are likely to cause initial confusion. 


Payment delays continue to plague foreign suppliers, including 
Americans. Algerian entities tend to honor bank debt prior to payments 
owed directly to private firms which have sold ona 
cash-against-documents basis. Medium-term financing may be very 
difficult to obtain from U.S. institutions. However, finance remains a 
crucial aspect of making sales in Algeria. 


Best Prospects: Agricultural commodities and industrial equipment and 
spare parts have traditionally dominated the U.S. component of Algeria's 
import market. The main industrial import items are oil and gas field 
equipment; construction equipment; vehicle spare parts, particularly 
engines, tires and electrical components; telecommunications; and 
computers and peripherals. 


Other main product areas with the greatest sales prospects for U.S. 
exporters include water resources, agricultural machinery, food 


processing and packaging equipment, medical equipment and supplies, and 
machine tools. 


Two recent factors will facilitate U.S. exports to Algeria: 1) Algerian 
public companies are allocated multi-annual hard currency budgets which 
they are free to spend for their imports as they see fit. 2) Private 
companies are now on the same footing as state-owned enterprises for 
their purchases of foreign goods, something which permits them to 
purchase directly from overseas vendors. 


The private sector is also an attractive target for U.S. manufacturers 
and exporters with the Algerian Government's new emphasis on private 
sector investment and the development of a range of new business 
activities. Private sector companies are now free to enter into any type 
of business association with foreign partners that they desire. 


Other recent changes to the Algerian import and distribution system have 
resulted in a de facto abolition of the state monopoly on foreign trade. 
Manufacturers and suppliers can now sell in Algeria either using local 
wholesalers and distributors or through their own wholesale and 
distribution companies. The Algerian Government has also for the first 
time permitted the sale of foreign consumer goods although the list of 
permissible items for import remains restricted. 


The Algerian Government plans to channel all future imports through the 
new system of private wholesalers and distributors. Once the new import 
mechanisms are in place, there should be substantial sales prospects for 


U.S. suppliers, particularly for industrial equipment, machinery, and 
spare parts. 
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